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Executive Summary

What are North Carolina’s prospects for making a sustained COVID-19 economic recovery? With a still-
staggering labor market and economic hardships on the rise, state leaders have committed to the priorities of
economic growth and prosperity. In this Brief, to assess the state’s prospects for sustained recovery, we focus
on two main components: the state’s fiscal health and the state’s economic health. We review recent studies on
North Carolina’s state budget to show how years of fiscal discipline have put the state budget in good condition.
Next, we measure economic health by combining recent studies on economic freedom. We discuss many useful
approaches to measuring the health of an economy, but economic freedom indexes are directly related to North
Carolina’s stated objectives of promoting growth and prosperity, especially in rural areas. We find that North
Carolina has created balanced improvements in the state’s economic climate. However, there is room for
improvement, especially in worker regulations and market restrictions. Furthermore, the pandemic has altered
the way the government regulates economic activity. Many of North Carolina’s COVID-19 economic policies
today will be affixed into future measures and indexes of economic conditions. North Carolina currently lags
behind Tennessee, Virginia, and Georgia in these rankings. These indexes are known to correlate with economic
growth and prosperity. Therefore, the decisions of today’s policymakers will affect the climate of COVID-19
economic recovery well into the future. North Carolina’s prospects for sustained recovery are good,
underscoring the need to maintain good fiscal health and continue improving economic health in the state.
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1. Introduction

How poised is North Carolina for making sustained economic progress in a post-COVID recovery?
The situation remains critical. Net job growth in North Carolina was just 1.1% during 2020, after
factoring in the effects of the virus itself, the shutdowns, and the stimulus combined. This was the
lowest annual rate since 2010 after the slow climb out of the Great Recession. As Figure 1 shows,
the state’s labor market has only partially bounced back from the March 2020 shutdowns. More
than a hundred thousand more Carolinians are unemployed in December 2020 compared to March.
While jobs have also come back, total employment remains more than two hundred thousand below
pre-pandemic levels, and labor force participation still lags two percentage points, currently at
59.2%. The number of Carolinians on SNAP benefits increased 20% from February to August, and
currently, 35% of households report difficulty meeting ordinary expenses, while 18% report being
late on rent. Some food banks in 2020 were serving up to five times as many families as the same
time in 2019." These problems are even worse in the vast rural areas of the state, and among
underrepresented communities.

Figure 1: North Carolina Labor Market Conditions, 2008-2020
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Source: authors’ calculations using NC Commerce D4 System data: https;//d4.nccommerce.com/.

State leaders have responded with renewed commitments to supporting growth and prosperity.
The state’s 2020 annual review of development says, “Rural prosperity is a top priority for Governor
Cooper, and now, more than ever, it is essential that we help communities recover and prepare for
economic growth if we want the entire state to prosper.” Reinforcing this, NC Commerce Secretary
Anthony M. Copeland said the state remains focused on “a well-trained workforce, modern

" Net job growth data is cited from NC Commerce (2020). For the cited SNAP, rent, and household expenses figures,
see Center on Budget Policy and Priorities (2021, Tables 2-4), and for food bank information see Murphy (2020).
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infrastructure, and a strong, competitive tax structure that attracts jobs and investment.” Specific
policies that leaders have delivered in pursuit of those goals include federal funding through the
Appalachian Regional Commission, grants to community, infrastructure, rural projects, and a main
street revival program.?

These policy initiatives are laudable in their intentions, and they support many meaningful
achievements that might not otherwise be possible. However, these policies are not sufficient on
their own for North Carolina to mount a sustained COVID-19 economic recovery. That is because
these policies generally fall into a “top-down” category, while research in economics shows that
“bottom-up” forces are crucial, irreplaceable ingredients to the human recipe for prosperity and
flourishing.

2. Methodology

Think of the economy as an ecosystem of natural activity. Under good conditions, the ecosystem
will thrive, and we will see richer combinations of biodiversity. But under adverse conditions,
individual species will struggle, symbiotic interactions and cross-fertilizations will falter, and life in
general will be less abundant or vibrant. When economists think about the economy in this
evolutionary way, we use something like Figure 2 as guidance.

Figure 2: Economic Recovery over Time

| A Economic Performance Through Time A |

| We start from where we are. | | We experience shocks and try to stabilize. | | And this is where we go. |
A A
A How healthy is the economy? 1. Shocks hit the economy A Do we have more prosperity,
A How capable is the A Natural disasters: hurricanes, asteroids, security, equity, justice,
government? R Geo-politics: accidents, trade wars flourishing?
A Contagion: disease, technology A Or more stagnation, decline?

2. Top-Down: government capacity to help absorb

A R How stabilizing (relief) or disruptive (debt) is policy?
| A How responsive is regulation to change?

g 3. Bottom-Up: economic resilience and self-stabilization

i A How robust (slack) or fragile (leveraged) are

1

! markets?
! A How adaptive are businesses and households to

! recover? :

i

[N

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

To start using Figure 2, we pick a point in time, and we take stock of the health of the economy as
well as the capacity of the government at that point in time. As we roll things forward, there will
inevitably be shocks to the economy, such as natural disasters, wars, and disease outbreaks. These
shocks disrupt people’s public and private lives, destroying jobs and capital in fell swoops depending

2 Both quotations and the reference to specific policies are cited in Rural Economic Development Division (2021).
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on the severity and the size of the shocks—and depending on how novel they are. Minor shocks are
simply absorbed into daily life, like Californians going undisturbed by routine earthquakes.

But with large enough shocks, people’s lives get disrupted and governments are expected to
respond with policies intended to absorb and stabilize things. This forms the top-down responses
labeled #2 in the Figure. Meanwhile, ordinary people adapt their households, businesses, and
communities in myriad numbers of ways known only at local levels. These responses comprise the
bottom-up forces labeled #3 in the Figure.

Through time, these top-down and bottom-up adjustments to inevitable shocks play out over and
over, and in good conditions, we experience a steady churn of creative destruction that hopefully
washes out to economic growth and rising prosperity over time.

Quantitative researchers across many fields have devised different ways to measure the health of
an economic ecosystem. Some approaches emphasize the underlying legal structure; for example,
the American Bar Association’s annual Rule of Law Index measures protection of property and
contract rights in its ranking of 128 countries. Similarly, the Cato Institute’s annual /ndex of Human
Freedom measures protections of individual rights from both government and non-government
sources of infringement. Other approaches emphasize the underlying culture: for example, the
World Values Survey internationally, and the General Social Survey in the United States, both elicit
public attitudes toward personal freedom and economic success. Still other approaches such as the
Global Entrepreneurship Monitor and the World Bank’s annual Doing Business report focus on the
ease of business startups and failures. Researchers at Yale and the Urban Institute calculate an
annual Economic Security Index to gauge people’s financial vulnerability. A German think tank
publishes an annual Social Justice Index that combines metrics from environmental, economic
equality, and poverty dimensions. The list of researchers measuring different aspects of an
economy’s health goes on.

When it comes to North Carolina’s goals for growth and prosperity, economic freedom indexes are
the most important among all barometers of economic prospects for growth, especially bottom-up
growth. In the rest of this study, we follow the approach in Figure 2 to assess North Carolina’s
prospects for COVID-19 economic recovery. First, we assess the top-down capacity by taking stock
of the state’s current budget situation. Next, we will assess the bottom-up prospects by updating
the most recent indexes of economic freedom in North Carolina, both at the state level and by
drawing on information from very recent studies, also the municipal level.

3. North Carolina’s Budget Coming into the COVID-19 Pandemic

To measure government capacity in Part #2 of Figure 2, we will provide a brief update on North
Carolina’s fiscal condition. Thankfully, North Carolina’s fiscal house appears to be in good order,

although this has not always been the case. Coming into the pandemic, North Carolina boasted a
wuter of neo [
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